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There has been continuous demand for a reprint- 
ing of <e Devaluation — Forty Questions and Answers' 5 — 
the first edition of which was sold out within a month. 
It was indicated in the preface to the first edition that 
a fuller pamphlet would he issued by * The Eastern 
Economist 5 when the long-term currents could be better 
seen. A month is too short a period in which to redeem 
this promise ; the long-term currents are still uncertain 
and, in one respect in particular, Indo- Pakistan trade, 
the situation is more uncertain than it was two months 
ago. Nevertheless there have been important develop- 
ments which require notice ; the most important of these 
are the promulgation of a minimum price for jute in 
Pakistan and the creation of the East Bengal Jute 
Board ; the raising of the price of oil and of wheat, the 
latter still in the process of controversy with Australia 
demanding higher prices and Britain and India resisting ; 
the changes in the pattern of India's trade as a result 
of influences arising from devaluation are also more 
visible the demand for our textiles in export markets, 
for example, having steadily increased. These facts 
alone would require some restatement of the answers 
given in the pamphlet and, while maintaining its original 
limited purpose, the pamphlet has in this edition been 
considerably revised and enlarged. 

It is proposed within three months to follow this 
pamphlet with one on ‘Devaluation and India’s Foreign 
Trade,’ being Part II of the series of which Part I, 



‘India's Foreign Trade { Before Devaluation V written 
by Mr. L. K. Jha, was issued in November, That 
pamphlet will deal more fully with the impart of 
devaluation on India’s economic life and, will go some 
way to an assessment of long-period factors whieh the 
present work does little to assess. 

1st December Ib tth 



GENERAL EDITOR'S PREFACE TO THE FIRST EDITION 

What is Devaluation ? In the early hours of the 
morning of Monday, the 19th September, there were 
thousands of people who apparently had never heard 
the word that wished to know eagerly what had happen- 
ed. The papers said that a Pound which had been 4.03 
dollars on Sunday was only 2.80 dollars on Monday; and 
the Indian rupee was down from 30.225 cents to 21 cents, 
in the course of three days, twenty-four currencies 
had devalued meaning that they had reduced their rates 
of exchange with the dollar. What was the meaning of 
this general post-chaise in the* world's currencies ; what 
was its cause and what are its short period effects ; above 
all, how is India affected and how are various groups 
in India affected ? Are prices here going to rise ; if so, 
which prices and how much? What is to happen to our 
trade with Pakistan which has not devalued; and why 
should I ndia's decision have been different from Pakistan’s? 
All these questions have come at once and they demand 
immediate answers. This is not only because the ques- 
tioners are impatient ; it is because the problems of trade 
winch devaluation raises refuse absolutely to wait. 

This explains t he limited purpose of the present 
phlet. There is no time to answer all the questions that 
devaluation raises at length ; nor, indeed, is a long apd 
erudite answer required. The need at the present time 
is for straight answers to straight questions. By ajid 
large, those answers have not yet been clearly given* 
The present attempt in question and answer form is to 
fill this gap. 



The answers sho w that this is by far the easiest trap 
to till. There are now gaps everywhere gaps in our 
balance of payments, gaps in the real purehasing pmver 
of our rupee in tin* currencies which have not devalued, 
There is a gap in physical supplies, of raw jute, of raw 
cotton, of capital goods and all those supplies from 
dollar areas to which we have grown accustomed in the, 
profligacy of our import policy under O.C » T. XI. But 
it is a mistake to suppose that all these hardships arc 
the outcome of devaluation hy itself. The virtual sus- 
pension of our old import policy w.e decided on a fort- 
night before devaluation came and although Oti.l.XVl 
still advertises the fact that we have open ifcneml 
licences, we really have no very significant unlicensed 
and uncontrolled imports worth the name When cor- 
rectives to t he gap due to devaluation are dr\ bed, our 
imports will need to he further cut. But for the moment 
the main cut in our imports which has caused significant 
price rises even in sterling goods was not the outcome 
of devaluation. One of the most important answers 
is that to the question how far price rises flow from 
devaluation and how far they were anteiior t*» u . Bowing 
simply from the closure of our balance of payments 
gap. 


Devaluation will he known only by its fruit, possi- 
bly after some years, A verdict at the ptesem tunc 
must be given because we need to deal with short period 
consequences now, and these* consequences loom at 
present very large. This pamphlet deals with the future 
as far as it can be foreseen, but it is necessary to say 
that it cannot he seen very far. In other words, this 
little work is not intended to f ultil anything more than 



an immediate need. When the long-term currents can 
be better seen, it is hoped to publish a fuller pamphlet 
which will review the situation with the larger outlook 
which comes from not being too close to the object 
viewed. 

These questions and answers have been framed 
and answered by Mr. R. K. Seshadri, Assistant Editor 
oi 4 The Eastern Economist, * who has for many years 
specialised on problems of Indian finance. The answers 
as framed are Mr. Seshadri’s own, but they also re- 
present the views of c The Eastern Economist 5 on all 
issues where an opinion has been advanced, 

New Delhi, 

1st October, U) 4<> 




Questions and Answers 


I. How is the exchange value of a currency 
fixed ? 

I. The exchange value of a currency is generally 
related to its purchasing power — this is called the 
purchasing power parity — in relation to other currencies, 
and with reference to the suitability of the exchange 
rate for enabling the country to balance its trade accou- 
nts. The indices of wholesale prices and of the cost of 
living are used to arrive at the purchasing power parities, 
but the construction and weighting of index numbers 
of wholesale prices is not uniform, and, in a country 
like England, where there is believed to be a permanent 
tendency towards inflation resulting from the mainten- 
ance of social services at the existing scale, cost of 
living indices are misleading, as they hide the fact of 
high costs in industry. 

In modern conditions only an empirical test is 
applied in practice, namely, whether any particular 
exchange rate is likely, if maintained, to lead to a 
fundamental disequilibrium in a country’s external 
balance of payments. The International Monetary 
bund has been convinced that for a number of countries 
in the world this is the case. In December HHC5, when 
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Srptrmhrr HUtk thr * jm »t a t *n in \**w ^ *»rU was I* 

rents above thr new pai if \ rate Tito iianuw maryiu » »t 
this premium is fni'tim fut it indirat ion that tli*' torn Min* 
of thr devuhm! inn was a ppi nsimatriy ronv« f . 

The fart that thr t* Sterling ha> li«rn «|untmy 
rrrrntly in t h< * New York irrr Strtlmr market at lutes 
vnryinu it « an S 2..VJ t* * S and t it.it ? 1 nullum 

St **r! intr a week has hrrn oilerrd and |nin h»M**l at this 
iatr, rt mlirms th«’ \ trw tiiat thr ratr tivd wa-. not 
ton low . 

4, Will devaluation, coming at this time, help the 
British economy significantly ? 

I, l lev aluat it *n is not a pmuamni <<r * on. 
remedy, It urtiftriully lowers external Brit oh pines at 
present. The immediate result is youd hut devaluation 
ran hr sureessful only if thr redinie n in prn rs 
advertised ran fir permanent. British prires will ha\r to 
hr brought down permanently, Tib* jnrans that 
wage increases, stir}} as thr rnrrrnt « hum of 

lit** cngineerum workers for a V tun nullum mm ra%»* 
in wages, should nut hr gianted Hours of Hush \ull 
temporarily Itavr to hr increased; itt l His tlwv unr 
on the nv craye oni\ ta.B prr week. Brodm t n itv pro 
worker will havr io hr iurtrusrd hv rr . tn'ani-.st u m. 
It* one British textile mill, pi odurl iv h\ Has lUftr.jsnl 
in 19 IS bv IU prr rrnt hy nationalisation. I hough flu* 
same sj>eetarulur results rannot hr unifoi ml\ attauird, 
there is considerable sropr for impruv my thr nr-? hud- 
of produrt ion. As the Hist result of drv .dualum v* 
likely to hr an itirreunr in expoits, thrre h jU !»** a u-<lm 



tion in supplies for the home market; and either by 
rationing or by subsidies within the present volume of 
Government expenditure, a rise in prices will have to be 
prevented. Out of £ 300 millions worth of goods and 
services which Britain imports from the dollar areas at 
present, some £ 139 millions represents the cost of raw 
materials (excluding freight). The increased cost of these 
raw materials will have to be absorbed by increased 
productivity. 

The greatest need, however, is to study the 
American market. At an average level of £ 3.75 millions 
per month — if it can be assumed — British exports to the 
United States will amount, at the revised parity of the 
£ sterling to £ 120 millions per annum. This amounts to 
approximately one-half of one per cent of the current 
level of the United States’ national income. In other 
words, the United States’ demand for British goods not 
being great, prices though important are by no means 
the only obstacle to be overcome. It is clear that 
devaluation will not help in the long run, if it is not 
accompanied by detailed and specific studies of the 
American market for British exports. This is the task 
of the Dollar Exports Board which Mr. Harold Wilson, 
President of the British Board of Trade, has recently 
set up. 

The target for exports for 1,950 was £ 185 
millions destined for the dollar areas; this was the Dollar 
Export Board 'h figure before the Devaluation of the £; 
since devaluation it has to be stepped up to approximate- 
ly £ 254 millions, in order to obtain the same amount 
in dollars. 



The figures thr tie* first full mouth after devalua- 
tion indicate that exports to the Ibbted States totalled 
£ “>.(> million* and expntt* to ( ‘anadn £ h. t millions. 
Although in terms «»t sterling values t hesr indicate 
iiuptov emrut.s of the order < >! 37 pet eeut ami 2 1 per rent 
respect iv eh out the previous mouth, there is no impro- 
vement in terms of dollars. It is too earh, however, 
to judge from the tesults of a single month, 

5. Will devaluation drive up prices in Great 
Britain? If so t by how much? 

a, The east of a loaf of bread has already been 
fixed in England at a.ld one pennv higher than the last 
prevailing rate, hut half a penny less than the rate 
expert ed. It him been ealenlatrd that the eost of the 
it etna from die dollar areas entering into the British eost 
of living index in Id per rent. Mathematically, t here* 
fore* on a forty- four per rent im-i rase in the price of 
dollar imports, the cost ot living ean theoretical) v go up 
by seven pereent, T‘liin, however, is the increase on 
account of the increased cost of imports from the dollar 
areas only, 'flic European hard currencies have also to 
be taken into aeeotint . ’faking these and other eireums 
tanets into account* it will he surprising if the British 
east of living does not rise, as a result of devaluation, by 
about ten pereent, although the British (IhnuerUor of 
the Exchequer in a reeent review promised that there 
will not he a rise by the cm! of the year, of more than 
3d. in the £, 

'fids is exclusive of the price of raw materials 
referred to above. 
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6. How does the devaluation of the £ affect the 

Sterling area ? 

(5. The sterling area was importing from the 
dollar areas in the year 1948, $ 2,717 millions worth of 
goods. As a result of the meeting of the Common- 
wealth Finance Ministers in July 1949, it was agreed 
that the total imports would be restricted to a ceiling 
of approximately $ 2,000 millions. For imports which 
eannoi be financed within this ceiling, the sterling area 
is dependent on itself. The result of devaluation is that 
the count ties of the sterling area will now have to 
purchase this 8 2 billions worth of goods with approxi- 
mately forty four per cent more money In their own 
currencies. If ex ports cannot be increased to this 
extent, and if on the assurance of such an increase in 
exports the ceilings for imports are not refixed by agree- 
ment at another conference of Commonwealth Finance 
Ministers, we will have to do without goods to a corres- 
ponding extent. This is the most important result. 

A secondary result is that sterling area countries 
can now borrow from the International Monetary Fund. 
Hitherto, the Fund was refusing applieations from the 
sterling area members, because according to the articles 
of agreement, the Fund is prevented from advancing 
money to countries which have not corrected a funda- 
mental disequilibrium in their economics. 

Another result is that hot" money will now return. 
Kxi'hango control in the sterling area countries does not 
at present prevent absolutely the movement of funds — 
the transfers of current earnings on investment is for 
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example free. Apart from illicit holdings of foreign 
exchange which are negligible in relation to the total 
volume of transact ions, fears or hopes of a commit 
devaluation always drive out money from the country. 
'This may he illustrated as follows : According to non- 
official estimates made for the pre-war year IU3H, the 
extent of United States investment in India was 
approximately ,S 4B.B millions. The investments of 
joint-stock companies in India foreign - owned is 
unofficially estimated at present at Us. 330 erores. The 
profit-earned on this investment or repatriation of this 
investment will pay, if it can he transferred to the 
United States, or to other hard currency countries and 
if more rupees can Utter he purchased with tin* dollars 
or hard currencies so obtained. The encouragement to 
this transfer and the consequent pressure on our ! 
of payments will now disappear. 

are the important results from a 
|Hunt of view. From a short-term point of view, that 
part of the sterling releases earmarked by the sterling 
area countries for conversion into dollars, in consultation 
with the United Kingdom will now purchase less dollars. 
The total hob lings of gold and dollars of tin* central 
reserves of the sterling area at tin* end of June, 10Mb 
amounted to £ 400 millions. In view of the tow level to 
which these reserves have fallen during the quarter- 
ended Hcptemljer* 1040, they are now reduced to 
£ 351 millions the releases of hard currency cannot la* 
increased. The sterling releases intended to he converted 
into dollars will also buy 



7. Is it possible to fix the value of the Indian 
Rupee at present? 

7 . With 1937 as the base, the Monetary Fund 
index of wholesale prices in India in June 1949 was 354, 
against 180 in the United States, 213 in the United 
Kingdom and about 185 in Canada. 

The cost of living indices in the four countries 
during the same period were approximately 299,165,179 
and 157. 

These figures are a prima facie indication that there 
was justification for the rupee to move in step to the full 
extent of 30.5 per cent. The cost of a greater measure 
of devaluation would have been prohibitive. A smaller 
measure of devaluation than 30*5 per cent would have 
led to expectations of a further devaluation. In the other 
countries which have devalued in step, costs of the 
goods entering into export trade are appreciably 
smaller. It has been calculated, for example, that in 1948, 
the price of export goods was 131 per cent higher in 
Australia and 72 per cent higher in New Zealand than 
in 1937 . In India, the same index based on 1937 has 
not been constructed, but fibres were 328 per cent 
higher than in the first half of 1939 , and jute manu- 
factures were 449 per cent dearer than they were in the 
name period. In view of these comparisons, it is likely 
that even if India had not devalued by 30,5 per cent to 
begin with, the pressure on her to do so would have 
been great. 
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8. Is there any legal compulsion for the Rupee to 

move in step with the £ ? 

H. No. 'Fite Koierve Bank of India Art was 
amended in 1947 to remove the compulsory link with 
.sterling. 

9* If not, what are the overall advantages of 

moving in step ? 

9. The British derision was taken primarily with 
reference to the British economy. Faced with this 
decision India had to decide whether her long-term 
interests would he served by moving in step with the 
sterling area or by staying put or by an indejjendcnt 
decision, one of the considerations which weighed with 
the Government of India was the amount of current 
releases likely to he available from her blocked sterling. 
The total sterling releases to all countries from balances 
which were blocked in London, the No. 2 accounts tin 
they are called, amounted to approximately £ «tM) millions 
per annum. At the present rate, these releases in the 
ease of India amount to £ UK) millions a year, a basic rate 
of £ 50 plus an extra £ 50 to cover the cost of transition 
to the full rigour of the new import policy— and even if we 
assume that when the new import jxrficy has come fully 
into operation, the rate of release will be slowed down, 
the additional parcels of foreign exchange available in 
future years, say 1950-51 , will not be less man £ 50 
millions a year. If we cut adrift from the present 
exchange ratio with the £ sterling, the goodwill which has 
made liberal releases possible recently will not endure, 



especially because our imports from the dollar areas 
would in that event be larger than they would now 
be. With smaller parcels of release, we would also find 
that in the dollar area generally, these additional parcels 
of foreign exchange would buy less. This was a consid- 
eration which could not be ignored. In respect of oui 
own trade, the volume of our transactions with sterling 
and soft currency areas is more than double the volume 
of our trade with the hard currency areas. For 1948-49, 
the figures were Rs. 592.07 crores in the one case and 
Rs. 262.13 crores in the other case. Prima facie , there- 
fore, the balance of advantage was in favour of moving 
in step with the sterling countries. This consideration 
was reinforced by the fact that it is easier to expand our 
exports in the case of the sterling and soft currency 
countries than in the case of the hard currency coun- 
tries. The result of non-devaluation or partial devalua- 
tion might easily have been that our efforts -to increase 
our exports would have met with stiff resistance, that 
our imports from the non-hard currency areas would 
have cost substantially more, and that our monetary 
ceilings for imports from the dollar areas would have 
had to be fixed lower. In short, our stakes in the trade 
with the sterling and soft currency countries are very 
much greater. 

10. How much will India have lost if she had not 

devalued along with the £ ? 

10. Our imports from the dollar areas, that is to 
say, the United States and Dependencies, Canada and 
Newfoundland, and the American account countries 
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amount in value at present to about Rs. It Hi erores per 
annum. At the rate of exchange which prevailed before 
the rupee u as devalued, this would have hern equivalent 
to 302. 2d million dollars but now it will only he 
210 million dollars, if we had not devalued, we would 
have retained the difference, namely, 02. 2d million 
dollars (Rs. 30.04 erores approximately at the old 
parity). If we assume that exports to these dollar 
areas, after allowing for the fall which took place before 
devaluation art* of the order of Rs, 00 erores at present, 
and this seems to have been assumed at the Common- 
wealth Finance Ministers 1 Conference these Rs. ‘.Hi 
erores would have earned at the old parity 272 
million dollars. Now they will earn only l HO million 
dollars. If we had decided not to devalue, we might 
have been saved the loss which is the difference between 
these two figures, namely, 83 million dollars. In resjawt 
of the sterling anti soft currency areas also, there would 
have heen an initial advantage. Our imports worth 
Ks. 341,47 erores from sterling and soft currency areas 
would have been cheaper by about 30. d per cent and 
an (Hit lay of about Uh. 341 erores on imports from the 
sterling area would have brought in 44 per cent more 
in real terms. Our exports tit these ureas would have 
brought in 44 per cent more of the foreign currencies. 
All this is a mathematical possibility. But in real life, 
these simple mathematical consequences would not have 
followed. The level of American imports would have 
heen cut by reason of cuts in the releases of blocked 
sterling. The level of exports to the United States could 
not have been maintained in view of the cheaper prices 
being offered bv countries which have devalued, in 
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markets where the bargaining power of the buyer has 
been considerably increased. The soft currency countries 
would have offset the decrease in the prices of their 
exports by differential export duties. Our exports, 
already vulnerable because of the price factor, would 
have been shut off by import licensing elsewhere. With 
so many influences working to offset the mathematical 
advantages of staying put, overseas buyers would have 
stopped buying, and would be exhausting stocks already 
built up, against an expected fail in the external value 
of the Rupee. 

Devaluation has the merit that it did not start all 
this speculation about the future of our trade. 

11. If India had not devalued along with the £, is 
it possible that Pakistan's decision would have 
been the same ? 

11. Pakistan's total trade with countries other 
than India is approximately equal to her total trade with 
India. If India had not devalued, trade with India and 
the hard currency areas taken together would have been 
so important in relation to Pakistan’s total trade that she 
would have been in favour of her staying put. 

12, What would have been the consequences on the 
Indian price level of a decision not to devalue 
the Rupee 1 

12 , Assuming that the level of internal prices is 
primarily concerned with the level of our imports and 
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exports, there seems to he little doubt that, in the very 
short period, devaluation has accentuated inflationary 
conditions. Thin in partly because of the higher cost of 
dollar imports, but also because the increase in our 
adverse, ha lance of payments, possibly of the order of 
Ks, 20 to Its. 80 erotVK, lends to further restrictions of 
imports. At the same time any stimulus to exports, not 
offset by new internal production, will tend to push up 
internal prices. It is difficult to estimate t hew* factors 
accurately cither in the very short or very long period, 
But since- tin* extravagantly liberal import policy of 
I34JMB diii not greatly depress internal prices, then* is 
pt tmu J'tuk evidence that the rest* iction of imports both 
because of the new foreign exchange budget and devalua- 
tion will not be very inflationary ; tin* price level was 
going up slowly before devaluation : devaluation has 
accelerated this movement but it is unlikely of itself to 
push up wholesale prices by more than five per cent. 

13 . What is the cause of the rise in prices of oil 
and kerosene? 

13, The f, o. b, prices of petroleum products ami 
kerosene have gone up by i \ per cent consequent on 
devaluation. Thin means an increase of three annas per 
imperial gallon in the ease of petroleum products ; retail 
prices of kerosene arc expected to be maintained at old 
levels, in spite of a H per cent increase in f. o. b. cost, 
by an equivalent reduction in retail margins. 

The increase in f. o. b. cost has been just died 
because America's dominance in the world's oil trade 
’ makes it reasonable for oil prices from Iran and the 
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rest of the Middle East to be fixed with reference to Gulf 
parity prices; the cost of transportation is also normally 
charged from the Gulf of Mexico to the port of destina- 
tion, but this is not a rigid principle and actual cost of 
transportation has been charged instead by negotiated 
agreements. The oil companies have also contended 
that their re-equipment programme justifies the price 
increases, but they have recently been paying dividends 
of the order of 30 per cent, and there is room to split 
the advantage between producers and consumers, the oil 
companies being compensated only for the increased 
dollar cost of oil involved in reasonable programme for 
re-equipment. 

The bulk of the oil imports into India, except for 
other lubricants, is from Iran, from production con- 
trolled by sterling oil companies in which His Majesty’s 
( lovcrnmcnt- has a predominant interest. It may be 
expected therefore that this matter will be raised by 
India at the next Conference of Commonwealth Financial 
Representatives. 

14. What is the extra cost of dollar and hard 

currency imports as a result of re-fixation of the 

value of the Rupee ? 

14 . As already stated, our hard currency imports 
arc now restricted to a ceiling of Rs. 100 crores. To 
purchase these same imports in physical quantity we 
would need to pay an extra Rs. 44 crores. Imports of 
some order would need to be cut unless our exports rise 
adequately. 
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15. What is the volume of foreign exchange lost as 
a result of the new parity? 


15. In view of the hypothetical nature of the 
consequences which would have followed our decision 
not to devalue, the loss cannot he estimated in 
mathematical terms ; estimates as wide apart as Ks. lu 
and Ks. *2K erores have been made. Much depends on 
the way our export trade behaves. 

16. Was India justified in raising her prices to re- 
coup herself for losses owing to higher prices 
charged in the sterling area ? 


Hi. Yes. The price of sterling oil and wheat has ; 
up; differential prices have been quoted by sterling area 
producers to the Tinted Kingdom ami other countries 
e.g., the case of copra from (ley Ion, there has been 
profiteering in the rice trade, the elasticity of our ex- 
ports in the short-term is limited, and the likelihood of 
aid from the sterling areas, apart from sterling releases, 
is extremely limited. There is justification therefore for 
new prices set lie at rates where they are 
e and cheap, but secure at the satin* time that 
no advantage which might accrue from the prices which 
the goods concerned can command, is lost. The actual 
decision regarding the remunerative level of prices will 
naturally differ from commodity to commodity, e.g., 
tea prices should fall but manganese prices can be 
maintained. 
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17. What extra payments will India have to make 
to the International Monetary Fund & the Bank? 

17. According to the Final Acts of the Fund and 
the World Bank, a member whose currency is devalued 
is obligated to pay in its own currency, on demand from 
the institutions and within a reasonable period of time, 
an amount proportionate to the percentage by which its 
currency has depreciated in terms of gold. As on the 
30th June, 1949, the International Monetary Fund held 
150.308 crores of Indian rupees. The World Bank 
held Rs. 23.20 lakhs on the same date, and there was 
a promise to pay Rs. 23.58 crores at the then prevailing 
rate of exchange. At the revised parity, wo will have 
required to make up the Fund’s holdings to a little under 
Rs. 225 crores. The extra payment needed is of the 
order of Rs. 08.06 crores. The extra payment needed in 
the ease of the Bank is Rs. 10.40 crores. 

It will be possible to make payment in non- 
uegotiahle non-interest bearing securities encas liable on 
demand. 

18. By how much approximately does the cost of 
repayment of the loans so far taken from these 
two institutions increase as a result of the new 
parity of the Indian rupee 1 

18. We have borrowed so far 8 44 millions from 
the Work! Bank and $ 100 millions from the Interna- 
tional Monetary Fund, If we get a further loan of 
8 22 millions to finance the Bokaro Power plant, we will 
have to pay in all the Bret ton Woods Institutions a sum 
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of 8 15.1 millions per annum as a minimum and § 18,74 
millions per annum as a maximum till tin* year 19 74-75. 
This is on flu* assumption that the loan of S 100 millions 
from the IMF will ho repaid in ten \rars. 

The whole oust of those loans aggregating to § 34 
millions disbursed by the World Hank already will have 
been increased by Rs. K. 35 erores as u result of devaluation. 

19. Will it be possible to stop food imports 
from the Western Hemisphere as a result of 
devaluation 1 

19, Our imports from the hard currency areas 
were 1,308,000 tons in 1940-17, 1,585,000 tons in 1947-48 
ami (>32,000 tons in the last three quintets of 1948, We 
will probably not he able to avoid importing 5uo,(KH) 
tons of wheat, even if the obligation to purehase at the 
floor prices under the International Wheat Agreement 
does not materialise. 

The eost of purchasing 500,000 tuns at 170 rents 
a bushel, which is the agreed maximum price under the 
International Wheat Agreement, in the second year 
will he Rs, 15,11 crores and the cost of freight at 
Rs, 57.0 per tun, which was the average paid in the last 
three financial years, will hr Ks. 2,88 erores. 'The total 
cost will thus hr Rs, 18 erores. 

20, Has devaluation given Australia the right to 

raise Wheat prices fixed under the Wheat 
agreement in Canadian dollars ? 

*20. The revised International Wheat agreement 
concluded on the 23rd March "49, and effective from the 
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1st August ’49, stipulated prices in terms of the Canadian 
dollar as of the value on the 1st of March 1949. We 
are not, however, obliged to purchase our quota of 
38.287 million bushels (60 lbs. each) from Australia 
unless the quota is being offered at the following prices. 

1949- 50 $ 1. 50 

1950- 51 $ 1. 40 

1951- 52 $ 1. 30 

1952- 53 $ 1. 20 

Even if wheat is forthcoming at these prices, f 
Article X protects \is in the event of balance of pay-!' 
ments difficulties. 

Our contracts with Australia have provided for the! 
following purchases. | 

1947- 48 28.75 million bushels at} 

18sh. 6d. 

(A— Rs. 10-10-8) 

1948- 49 32.50 million bushels atj 

the old or the Wheaifj; 

agreement prices. 

On the 1st of October, 1949 we had commitments 
to purchase only 218,500 tons of wheat, and we have at 
present (15-12-49) no firm import programmes except foi 
390,000 tons of Argentine wheat which are being import- 
ed on bilateral terms. This means that as long as ther< 
is no settlement of the price of wheat as a result o: 
negotiations, we can plead inability under Article X o 
the Wheat agreement, in the event of wheat price 
touching the floor. 



21. Is there a prospect that some dollar expen- 
diture or purchases will be stopped as a 
result of the devaluation of the Rupee? 

21, There is very little prnspeet* breause dollar 
prices are Ht ill competitive. For example, even allowing 
for devaluation, the cost of dollar wheat in considerably 
less than the cost of rice. Dollar purchases have already 
been cut down to the minimum. It has been unofficially 
estimated that we will forego about $ 20 millions worth 
of purchases, but t his expeetation may not materialise. 

The ending available for dollar imports in the 
nix months ending the Hist Deermber Ibid, has been 
fixed at Rs. HK.5 erores. As a result of devaluation the 
Cove rnment of India has permitted importers to infix 
ending limits in Indian rupees, and since there is very 
little prospect that the eeiling in a full year for rommrr- 
eml imports will be higher than, say, l»s, To to Its. Ht) 
erorcs, any relief t < » private importers run only be at the 
cost off Government imports in so far as these r,m be cut 
down or financed with special aid, 

12. Will it be necessary for us to seek external 
aid in dollars in the immediate future as a 
result of the present decision? 

to the rerent 

at the Conference of Commonwealth Finance 
Ministers in Knglnnd, any dollar imports fiunneotl with 
external credits are outside the eeiling of 75 per cent of 
the imports, from the dollar areas, fixed for the imports 
of the members of the sterling area. We will need these 
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credits in order to remove shortages in our economy, for 
example, raw cotton. The Export-Import Bank which 
is the main source of lending at present has uncommitted 
resources amounting as of the 30th June 1949, to $ 953.4 
millions. The World Bank has already advanced $ 44 
millions. The World Bank authorities have announced 
that there will be further lending, possibly of another 
$ 31 millions. 

23. As between maintaining the parity with the 
sterling area and maintaining the parity 
with the dollar area, which is to be preferred 
on a long range view ? 

23. The current level of British exports — disre- 
garding the months of July and August 1949 — maybe 
assumed to be about 150 per cent of the pre-war volume. 
Before import policy was liberalised in India by the 
introduction of O.G.L. XI, about 42 per cent of the 
exports from the United Kingdom destined for India 
was in the form of machinery. The United Kingdom 
was thus a considerable supplier of machinery and in 
some lines, e g. textile machinery, she is still the leader. If 
British prices and delivery dates become favourable, the 
link with the sterling area will ultimately become very 
profitable. In the meantime, in the short-term period, 
our aim should be to conserve our sterling balances by 
paying for as much as possible of the imports from the 
sterling area in current exports. Since it is easier to 
increase our exports to the sterling area than to the 
dollar or hard currency areas, it was justifiable, from the* 
long-term point of view, to have moved in step with the 



sterling area. 


24. What are the Indications, if any, that the 
Pakistan rupee will be undervalued at the 
new rate of convertibility with the dollar 
which India has adopted? 

24. Neither tin* purchasing power theory which 
economists like Tassel supported nor the criteria regard- 
ing balance of payments to which Lord Keynes attached 
much more importance are of relevance* in this 
connect ion. 

These theories are valid if then* is a free How and 
exchange of goods and services. While foreign trade 
remains subject to control, any rate* of exchange* within 
reasonable limits can he supported by regulating prices 
ami volume. Since the level of austerity for which 
is prepared cannot be forecast, tin* rate of 
cannot be fixed primarily with reference to the 
price level. 

Nevertheless from the random price comparisons 
made below, it will be mam that there is a ease prima 
fad? for saying that the Pakistan rupee is overvalued 
at the new rate. 

Cement . Indian Portland Dalinm at 

“Swastika/' f. o. r. Karachi. 

Calcutta, |H*r ton 
Kh. 824Mb 

Coal. Kail-borne trimmed into First class Bengal 
Bunkers in Dorks at trimmed into 
Bombay, Ha. 48-12-0. Bunkers, Kh. 1Mb 1 1 o 
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Sea-borne trimmed into 
Bunkers in Docks, 

Rs. 80-0-0 


Sugar 

Refined. 

Bara Bank! E27, 

Rs. 35-8-0 per maund; 
Maholi E28, Rs. 35-4-0 
per maund; Hardoi, 

E28, Rs. 36-4-0 per 
maund. 

Rs. 36-0-0 

Rs. 40-0-0 
and 

Rs. 38-12-0 

at Karachi, Mardan 
and Dacca. 

Tea. 

Sale average for 
consumption in India 

1-6-1 at Calcutta. 

Orange Pekoe 

2-0-0 Dust High 
grown 1-11-0. 

Wheat. 

Hapur Rs. 18-8-0 per 
maund, Amritsar 

Rs. 15-5-0 per maund. 

Rs. 12-0-10 
per maund at 
Karachi. 

Ooeoanut 

Oil. 

30-8-0 per 35 lbs. derived 
from prices per candy 
of 655.6 lbs. at Cochin. 

65 per 35 lbs. at 
Karachi (IEFC 
allocation) 

Rice. 

Wholesale prices per 
maund payable by 
retailers to Government 
at Calcutta; Aus and 
Coarse Aman, Rs. 15/4, 
Medium Aman, 

Rs. 16-8-0. Fine Aman, 

Rs 25-4-0. 

Chittagong 

Rs. 27-0-0 

Dacca Rs. 38-0-0 
and Mymensingh 
Rs. 41-8-0. 


25* Will Pakistan be able to balance her foreign 
trade at the old parity which she has 
chosen to maintain ? 

25. In the first five months of 1949, Pakistan" 
surplus in her trade with the United States was| 
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S 741,000. This gives an annual rate of a little over 
$ 1 .73 millions in the trade with the United States, 
compared with $ 0. IP millions in 1048. Pakistan's trade 
with the United Kingdom in the first seven months of 
1049 indicates a heavy adverse halanee ot trade. The 
maintenance of the present value of the rupee would 
both discourage exports and encourage imports, and 
widen the overall adverse halanee, while largely dent roving 
the surplus in hard currencies. Rigorous import control 
would he necessary to offset the effects of a decision not 
to devalue the Pakistan Rupee. 

26. How long can the Pakistan rupee maintain 
the existing rate of convertibility with the 
dollar? 

2h, This depends on how rigorous import control 
is going to be, how long the buyers' resistance can 
last and how considerable the adverse balance is 
going. It is* however* possible that the straight release 
of £ 1 2 millions by the United Kingdom will prove 
insufficient to close the trade gap even with the import 
control which has been introduced since devaluation* 
It is unlikely in that event that the present exchange 
rate can he maintained for a long period, 

27. What is likely to be her loss in export trade 
at the present level of her rupee in respect 
of countries other than India? 

27. In the year ended the 30th June JO 40, 
Pakistan imported from countries other than India 
Kh. 87,f*7 erorca worth of goods. She had an adverse 
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balance of Rs. 6.20 crores in this trade. Invisibles and 
the movement of funds have to be added to this gap. 
More recently the Governor of the State Bank of 
Pakistan has estimated the adverse balance of payments 
with countries other than India at Rs. 51.08 crores for 
the same period. How much this adverse balance will 
increase cannot be stated, but it is likely that it will 
increase considerably. 

28. How soon and approximately by how much are 
the prices of Pakistan’s exports to India likely 
to fall at the new rate ? 

28. The export duty on raw cotton exported from 
Pakistan is Rs. 60 per bale. As a result of devaluation, 
this has been reduced for common varieties by Rs. 20. In 
addition to the ordinary jute export duty an excise duty 
of Rs. 1-8-0 per bale on cuttings and Rs, 5-0-0 per bale on 
jute other than cuttings was imposed in the last Pakistan 
budget. The first impact of buyer’s resistance will be 
felt in the reduction of these duties. But a fall in prices 
is inevitable, as there is not much demand outside the 
Indian market for these raw materials. Jute prices will 
fall sooner and more steeply than cotton prices, and 
the downward trend has been in evidence for some time. 

29, Should exchange control between the two count- 
ries now be imposed ? 

29. There will be no advantage in restricting from 
our side the flow of funds to and from Pakistan. If 
anything, the advantage in present circumstances is likely 



to be in favour of India, because while there in speculation 
regarding the future level of the Pakistan rupee, bona- 
fule remittances to Pakistan will be held over to the 
extent possible, ftixl there will be a thm of hunts to 
India, 


30 |5 India in a position to increase the prices of 

her exports to Pakistan ? 

3 * 1 . natimatni viihn* nt India’s exports to 

wan approximately Rh. 75 w **rrn at ihv time of 
UuM*onrtuH« the last trade and payments »wm- 
nu-nts. Our export priees eim be increased .lerabl 

SO as to offset them tilieinl cheapening of these imports 
into Pakistan, by export duties and export lueusuig 
w inch will make Pakistan priees higher. 

31 Having regard to the present positon of the 
Indian economy can multiple currency practices 
be permitted ; and, if so, what pattern would 
suit us best? 

31. Although the International Mourtarv P'.nd 

is against multiple eurreney praetiees. it has permitted 

them, mostly in the ease of the Pat in Amerieunemuitr.es. 
The general tendeneies, however, are not to permit 
multiple eurreney praetiees in the. ease of countries tor 
wltirh uniform par values have already been recognised, 
and not to permit discrimination against partieular 
eount riot Discrimination for, or against partieular 
■ goods, has been permitted, but in Indian conditions even 
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this would be difficult to enforce, and will not be desirable 
on merits. 

32. What are the likely effects on Pakistan's position 
in the sterling area of her present decision? 

32. Pakistan is the only Commonwealth country 
which has not devalued. At present, she is not a member 
of the I.M.F. She is running a heavy adverse balance 
of trade with the United Kingdom and her favourable 
balance of trade with the U.S. dollar area is disappearing 
(In the first five months of 1949, the favourable balance 
of trade with the U. S. was only $ 7,41,000). Pakistan 
lias been granted sterling releases of £ 17 millions in the 
year 1949-50 on the condition that she restricts her 
imports from the dollar areas to $ 65 millions per 
annum. The latter figure is based on her trade with the 
United States in 1948-49, as a special concession to the 
Pakistan Government. 

The Commonwealth Finance Ministers, when they 
meet in London for the periodical review of the sterling 
area’s position, are entitled to ask for uniformity of treat- 
ment of all the sterling area countries in the matter of 
the fixation of ceiling limits for imports from the dollar 
areas. This would mean that Pakistan would be restrict- 
ed to her lower evels of import in 1948. The Common™ 
wealth Finance Ministers will also be entitled to represent 
that Pakistan’s exports being discouraged by the present 
level of her rupee, while her imports are encouraged and 
have to bo restricted by import controls, thele is a funda- 
mental disequilibrium in her economy. The Interna- 
tiona] Monetary Fund is not likely to lend to Pakistan 



under the present circumstances, The sterling area with 
its limited central reserves cannot do what the Interna- 
tional Monetary Fund will most probably not undertake 
to do. The Commonwealth Finance Ministers may press 
the ease that partly in the interests of building up the 
reserves of the sterling area* and partly as a test ease, 
Pakistan should be compelled to approach the 
International Monetary Fund. 

If this line of argument prevails, Pakistan's pom- 
ion as a member of the sterling area will be considerably 
weakened. 

12 , Has Pakistan reduced the value of her debt 

to India as a result of the present decision? 

33, The principles of the Inter-dominion fiuan- 
dal agreement, which was concluded in December 1947, 
i&vo still to be worked out in detail by an Application 
Committee appointed jointly by both the dominions. At 
>resent it has been roughly estimated that Pakistan 
vould owe a sum of Rs. 300 erores to India as a result 
>f the settlement. The first payment is to start on the 
1 5th August 1952. The payments art' to taper off from 
hbout H«. 15 cxorcs in the first year and will continue 
ill the 15th August, 2001. Since repayment is to 1 m* in 
ifty equated annual instalments the annual payments 
vill bo a little less than Rs, 15 

The present measure of devaluation is a limited 
intended to lower the value of the rupee ex* 
y in terms of the hard currencies. The burden of 
ite debt which India assumed is not significantly reduced 



by devaluation because devaluation has no primary effect 
on prices. The total sum. of approximately Rs. 300 crores 
is a debt which Pakistan in fact could have assumed direct- 
ly, were it not for the fact that investors in Government 
securities cannot be chosen arbitrarily, and asked to be- 
come creditors of the one Government or the other. Our 
interest in this matter at present may be summed up as 
follows. If the inter-dominion payments are made year by 
year as they accrue in Indian rupees, there is no loss. But 
if payment is made in Pakistan rupees while the exchange 
is fluid or while the convertibility of the Pakistan rupees 
is restricted, or has to be secured by negotiation, there 
will be loss to India as a result of devaluation. 

The Application Committee will no doubt consider 
ibis point in due course. 

34. How far is the rise of prices in India due to 
the import policy adopted towards the end 
of August, and how far is it due to the 
depreciation of the value of the Rupee? 

34. Open General Licence No. XVI for import 
from other than hard currency areas was issued on 1 
25th August 1949, and contained only twenty-five catego- 
ries of items. This was a more important development than 
devaluation, because under the import licensing policy 
for the half-year ending the 31st December 1919, whichj 
was settled before devaluation, only machinery could b€ 
imported freely from the hard currency areas. The 
effect of restricting these imports in physical quantity 



will not be immediately iVlt upon the prion level. We 
11 do not depend for raw material on other countries 
* than Pakistan, and in the ease of Pakistan the 
1 effects of devaluation are likely to he other. In the 
1 result, the rise in pi ires, to the extent that it occurs will 
1 he due to the scarcity of food imports, and to failures in 
r the supply of cotton. Even in icspeet of these two items, 
I it should be possible to prevent a tin* in prices by 
l remedial action. 


35, Is there evidence that Indian exports are not 
selling now because of their high cost? 

do. According to statistics compiled by the 
International Monetary Knud, the price of raw jute in 
New York in April was 400 dollars per short ton, 
against 4110 in India tor export f.o.h. and 132 for export 
to the United Kingdom e.i f. In ItMK, the Unitetl St 
consumed about 5,00,000 tons of paper for 
and this eonsumption hits been steadily 
These two facts indicate tin* vulnerability of one of our 
principal exports because of the price factor. 

36. Do you think that prices can be held at the 
present level without a decline in the standard 
of life ? 

dh This in not possible. Agricultural price?, can 
not be depressed without a fall in the standard of life of 
the agriculturist, and industrial prices cannot hr deprex- 
, -ted without n fall in profits, the stabilisation of wages, 
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and the retrenchment of surplus labour. The major 
problem before the country at present is the balance of 
payments problem. If our export prices are to come 
down and exports are to be increased in volume, a 
decline in the standard of life is inevitable. In the longer 
period, of course, this may be reversed. 

37. How has devaluation affected the Indian Budget? 


37. Six new categories of export duties counting 
vegetable oils and vegetable products together can be 
levied by the Government of India in the terms of an ! 
ordinance recently issued. In November, ’49, this j 
ordinance was amended to permit a new duty on black 
pepper and the increase of the duty on raw cotton. This 
will help considerably in closing the budgetary gap, 
probably to the extent of Rs. 10 erores. The Government 
of India’s dollar expenditure is negligible, and it has 
been computed that it will go up in all only by Rs. 6 
erores. Their expenditure on food subsidies will be 
substantially less than the present level of Rs. 32.97 
erores, as rice imports have already been stopped be- 
cause of exchange difficulties, ami wheat imports from 
the hard currency areas will now be stopped. 


The direct effect of devaluation on the budget is 
thus only salutary. But it makes a. deflationary budget 
policy more urgent than before. 


38. 


What is the budgetary policy appropriate to 
the present time ? 


i 


38. The budgetary policy appropriate to theq, 
present time is a deflationary policy because it is neces-cjj 
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wary to retain the benefits of devaluation. Such a policy 
was announced by the Finance Minister in the devalua- 
tion debate on the 5th October 1 040, embracing the 
following items : 

(i) Formulation of a pattern of trade which would 
reduce our expenditure of foreign exchange to 
the minimum, having regard to the essential 
requirements of the country. Shortly before 
devaluation, a foreign exchange budget had been 
adopted, which in essentials was an follows *. 

i In crores of rupee* 


Commercial 
imports 4(H) 

( ’ommereial 


Food 

exports anti 


imports UK* 

Government 

invisibles 

Ido 

Adverse 


imports loo 

Balance 

l in 

Total *HNJ 

Total 

boo 


The commitments have now been reduced under 
this budget: 

(iii employment of our purchasing power for the 
purpose of bringing down to a reasonable mini* 
mum the prices of industrial raw materials 
imported from countries which have not 
devalued; 

(hi) prevention of speculative prices by legislative 
and administrative measures and by the regula- 
tion of credit facilities . (The Reserve Hunk 
have prescribed and have been examining the 
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returns of advances by banking companies in 
excess of Rs. 1 lakh); 

(iv) imposition of customs duties, consistently with 
the principle of non-discrimination on exports 
to hard currency areas, so that there is an 
equitable distribution of the advantages of 
devaluation between the importer, the exporter 
and the exchequer; 

(v) stimulation of investment by compulsory saving 
and extension of banking facilities; 

(vi) voluntary settlement of taxes of assessees whose 
cases have not been referred to the Income Tax 
Investigation Commission; 

(vii) economy intended to secure Rs. 40 crores in the 
current year (1949-50) and Rs. 80 crores in 
1950-51 

(viii; ten per cent reduction of prices of certain essen- 
tial commodities and of foodgrains. 

39. Is a crisis in important Indian industries likely j 
as a result of devaluation ? % <j 

? 

39. We are already entitled to receive under| 
the bilateral agreement with Egypt concluded in May,! 
1949 and effective for one year from the 6th July 1949,;) 
300,000 Egyptian bales of raw cotton. | 

The British Raw (Jetton Commission, has recently), 
purchased 3 lakhs of bales of East Africa cotton, o| 
which 2 lakhs were intended for India. A delegation t<| 
select the varieties making up this quantity and t<| 
purchase further quantities of Sudanese cotton has beeig 



able to step up this cpmntitv to -.1 lakhs and to mtuiv a 
further btUMMl lakhs of I'ganda cotton ,md t In* possibility 
of get ting notion from IVru and lha/il has not been 
excluded. The euirent Amerh an cotton crop is a bumper 
crop of lb. Uti million bales and sotin* part of this 
may he available in ease of an enieraema , (ioveinment 
has recently announced that imports up to l million 
lakhs will be p« 

It has been announced on behalt of the ( iov em- 
inent that Hi lakhs of hales of foreign non Pakistan 
cotton in all will be imported m the niunti \« at UPh 
September, HJbtf to the HIM \utrust, IPbl , indt 
the Kg\ pt iait and I hist Africa et »nt rat t - alreadv 

'The latest estimated stocks of the cotton textile 
mills as on HI - K P.i are l P.*2 lakhs * u hales, the 
estimated et‘oj> \ .try ing between opt innsiie estimates of 
Hb lakhs of bales and e.uisei x atn e estimates »*f IN lakhs 
of bales. Itt the jute industry, stocks at tlm end of 
October, 1 IMP, weir estimated at P/Jtl lakhs of hales, 
and the crop this year is 27 lakhs of bales. In ueu of 
this stock position a crisis in either imiustn, can be 

With effect from b-1 HI the j me indmstrv is now 
work ini! 4‘JJ hours a week. 

40* Can India benefit from raising the value of the 
Rupee now by, say, ten per cent / 

4H. It is not advisable to take advantage 
at present of the provision in the Art ivies of 
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Agreement of the International Monetary Fund which 
permits us to vary the par value within ten per cent, In 
the first place, the ten per cent, being calculated on the 
new parity of 21 cents per rupee, does not carry us very 
far. In the second place, while prices are still high, and 
export duties at high rates have been levied or are likely 
to be levied, any step which would put up prices should 
be avoided. Later on, there may be a case for an up- 
ward revision, but the rupee is likely to have worked up 
to a higher parity by that time, and it may be possible 
again to move in step. 




